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To the Shareholders: 


Our report a year ago predicted that 1977 
would be extremely challenging from an eco- 
nomic point of view. Real growth in the eco- 
nomy was expected to be modest while inflation 
would continue to be with us. This prediction, 
unfortunately, came true with even more impact 
than was expected at that time. This, coupled 
with political uncertainty, thwarted our efforts 
to achieve satisfactory results. Competition for 
existing business was extremely severe, and 
with a higher level of material cost and ex- 
pense, profit margins dropped resulting in a 
loss in operations. 


1977 was not wholly without its bright side. 
The completely new line of products introduced 
under the “KEM” label was well received by 
our dealers for whom it was exclusively de- 
signed. Our planned store renovation and 
improvement program was successfully carried 
out. It is significant that those new or renovated 
stores designed to fit our broader decorating 
services concept have shown sales increases 
far beyond previous experience. Our sales in the 
Automotive refinish market continued to show 
good progress. 


On December 1st Mr. Jack E. Huggett, 
formerly President, Rubberset Company (Cana- 
da) Limited and Vice-President and Director .of 
Marketing, Rubberset Company, division Sher- 
win-Williams Company Cleveland, Ohio, was 
appointed President and Managing Director. 


An early start has been made in our effort 
to accelerate our return to profitable operation 
in 1978 with aggressive plans to stimulate and 
maintain a high volume of house paint sales 
with the “KEM” and private label product lines 
through our dealers and the new “Sherwin- 
Williams” product line through our Company- 
owned stores. Automotive refinish products are 
expected to continue their growth, with a large 
new customer starting up in the second quarter. 
Chemical Coatings sales should also improve 
with the combination of added marketing effort 
and improvement in the general Canadian 
economic climate. New capital investments in 
1978 will be limited to an amount not exceeding 
current depreciation. 


The staff of the Company has worked with 
great dedication and we extend to them our 
sincere thanks and appreciation. 


/ 


Chairman and Chief Executive Officer 


SO GE a 


President and Managing Director 


Montreal, Quebec 
February 16, 1978 


The Sherwin-Williams Company of Canada Limited 


Balance Sheet 


December 31 
Assets 1977 1976 


CURRENT ASSETS 

Casein rs aheee 2 cee: Ree ee in Coo Ske ae ee ee S-~ 101-150 $ 90,047 
Trade: accounts. teceivable =... <stcvhe oan mabe eto eee ee ee 5,770,314 7,025,082 
Otheraccotnts receivable: c.g Ae 2 oe ee 243,468 251,898 
Recoverablesincome: taxesn.. se seas Ss oe eee ee 59,888 964,001 
Realizable income tax benefits — Note 5 ..................005. — 333,000 


Inventories: 
Finished merchandise: 2 sca. ics eet ee hs ee ee ee 16,048,884 14,813,985 
Work in process, raw materials and supplies 2,910,100 3,548,537 


18,958,984 18,362,522 
PROD aIG-OXDeONSES ims hace rac: Fate bic! d ia. on a > See te, ne 1,203,730 1.137 Dod, 


TOPAL- CURRENEASSE DS S¥ectret = ater eee ee ee 26,337,534 28,164,137 


OTHER ASSETS 
Miscellaneous receivables and advances ..................000- 84,665 259,087 


PROPERTY, PLANT AND EQUIPMENT 


Oe je meg amieod Seon gare nee rere ae oe Se et a neti d RNs MN ce are Sk 457,534 493,735 
BUGIS |r diainn Seiden oats eo og ec ete yaa ee ean a ee eee 5,457,093 5,481,244 
Machinery and equipment. 2s 552% 6 Jen a on ee eee eee ee 11,519,229 10,596,126 

17,433,856 16,571,105 
Less allawances for deorecialion' 52 eee = an ee ee 11,748,481 11,230,191 


5,685,375 5,340,914 


$32,107,574 $33,764,138 


Liabilities and Shareholders’ Equity 


CURRENT LIABILITIES 


Ee IOS Ue or sO ye ae oS Ras OS ek Paes CLR 
ee MEMENTO) ne Pe og ak Eke eee oe dee a es 
ee COUNNS DAVOINO xe ie sa 2 do ta ens Ce OPO Lee eee os 
Compensation and amounts withheld ....................0.. 
Re IME OUI ACCTUAIS 2 ons ass «ale Cae e dd Se deep eds 
Temes we! NAN INCOMCIAKES: 262i 5 os cece ska e ver ewly ees 


Pee Oren PADI Ee .o 2. n wee ness s . eeomed &.: 


NOTE PAYABLE TO BANK, due February 1980, 


with interest at 1% above prime rate — Note3 ............. 


UNFUNDED PENSION COSTS REDUCED TO 


Bet aoe AA tol — NO 4 25 2. het ts dae a bee Reis 8 


ee tet LOM PANES. A ogc hole ube Pea Bacnu hat Sia0% 


SHAREHOLDERS’ EQUITY 
Capital Stock: 
Preferred 7% cumulative, par value $100 per share: 
Authorized 40,000 shares 


eva Of SHIRES SS os oe 5 tn wo inl SU Rs 


Common, no par value: 
Authorized 225,000 shares 


estan 224 PO eNaIeS, ot oh oe oe See ine et ce 
RAM T ) e as os Pe ME a eda ek enter as tarde ors Shia oe 
Ce ARMING See ce ie oo, ok ote Oe tas Pint eo ER yes 
IONE SUIIMNIG (5.3 el ete Fa WA sco ae oes wi SO Saw ety bw +s 


See notes to financial statements 


APPROVED ON BEHALF OF THE BOARD: 
C. A. Duff, Director 
W. Edgar Bronstetter, Director 


December 31 


1977 1976 
$ 4,357,920 $ 3,030,380 
3,000,000 3,000,000 
4,112,745 4,539,205 
502,395 381,836 
214,132 87,264 
95,730 113,961 
12,202,922 11,152,646 
5,000,000 5,000,000 
505,935 651,104 
751,400 
1,730,000 1,730,000 
224,720 224,720 
10,633,997 12,524,268 
1,534,850 1,534,850 
195,150 195,150 
14,318,717 16,208,988 
$32,107,574 $33,764,138 


The Sherwin-Williams Company of Canada Limited 


Statement of Operations 


NGtESale Se Sere irate 5 a. MDE iors Deny aie ic ey ot een 


Costs and expenses (including depreciation of $764,952 
for the year ended December 31, 1977 and $217,456 
for the four months ended December 31, 1976) 
Cost OPproducts Sole. epic. cok he Set te eee 
Selling, general and administrative expenses ............. 
Interest (including $472,630 for the year 
ended December 31, 1977 and $186,227 
for the four months ended December 31, 
t976 on long-term debt) otis rents ae eee ee 


LOSS BEFORE TAXES AND 

EXTRAORDINARY AREMS.te2 pockets kk pelea amet 
Income taxes: — Note 5 
GUITOREKCREGID the. 3 Siege eatin eee atm att gat eres are etree, ee 
Defemed (credit): kare gen cre cae oeiane bos Se Rie een 


LOSS BEFORESEXTRAORDINAR YITEMS 2c cc sa «es ereranee 
Extraordinary Items: 
Gain-on disposals-of-a'pullding and Jans. y5..%.0 soa )e chute tenn 


NE TaO SS. oo sae ieee cea cos tore ee aes tee erste gee 


Loss per common share: 
Loss before extraordinary lems 24 tesa ee te, ee ae 
Extraordiniany Mem Sicruc5 cia san fin sseracrat im, Slee Gad oMeancma eee 


Net loss ‘for ihe period: SS aw: aes acetone aire ied eae Renn ees 


See notes to financial statements 


Four Months 


Year Ended Ended 
December 31| December 31 
1977 1976 
$60,444,428 $16,631,918 
39,315,592 10,464,430 
22,565,007 6,457,629 

1,020,113 321,293 
62,900,712 1243.52 
2,456 284 611,434 

333,000 (333,000) 
(580,000) 55,000 
(247,000) (278,000) 
2,209,284 333,434 
440,113 a= 
$ 1,769,171 $ 333,434 
10.37 $ 1.62 
(1.96) So 
8.41 $ 1.62 


Statement of Retained Earnings 


Four Months 


Year Ended Ended 
December 31} December 31 

1977 1976 
Bamsice atmeginnhig:O1 perod 52.0.5 a eta: SO a $12,524 268 $12,887,977 
Reta OM MCW CKIOU s hicua Ss chr 1 dG air euth cave oa OE ae oe Ses (1,769,171) (333,434) 


10,755,097 12,554,543 


Deduct: 
Pumiaainas ON) PreIelreG Snares ost. dec cce. cee fre eee es 121,100 80,215 
ie ANC OMANONG OF DEHOGs Wir. ut’. Mimrntrenak setts iolvnpatdndice apogee $10,633,997 $12,524,268 


See notes to financial statements 


The Sherwin-Williams Company of Canada Limited 


Statement of Changes in Financial Position 


Four Months 


Year Ended Ended 
December 31 | December 31 
1977 1976 
FUNDS USED 
By operations: 
Loss before-extraordinaty items: 22.2 cr ets eee cee oe ei $2,209,284 $ 333,434 
Items not requiring outlay of working capital: 
Provision for-depreciation (deduction) ni foncscose oe ces (764,952) (217,456) 
Deferred-income tax: (GEQUCTION) cc) eesrn on rece ie teen eee 580,000 (55,000) 


TOTAL USED BY OPERATIONS BEFORE 
EXTRAORDINARY ITEMS x ct cb sae Or ee ee eee 2,024 332 60,978 
Extraordinary items: 2% Sc. 2ha.2 Salsas eae ee eee ee (440,113) — 


TOTAL USED BY OPERATIONS 3% = 2225 wee 1,584,219 60,978 


Other: 
Proceeds from disposal of property 
and equipment less gain included 


UY -OXTAOKGINALY HOMS -srscs ss aa. Sokw Benen. Weare ee eee eee eee (83,860) (292) 
Additions to property, plant and equipment ...................4. 1,193,273 191,516 
Dividends: paid so). ticaR es Sas la ee tsar ee ae eee 121,100 30,275 
Payment on account of past-service pension 316,569 102,169 
(Decrease) increase in miscellaneous 


receivables and advances: a c.c3) SAS. nt ote ante cee a ee (174,422) 3,510 


DECREASE. IN ' WORKING CAPITAL ites e ce trea ene eee $2,956,879 $ 388,156 


CHANGES IN WORKING CAPITAL — 
DECREASE (INCREASE) 


Cash. and bank: indebtedness. occa oes oes = bee ee ee ee $1,316,437 $ 739,464 
‘Trade accounts. receivable <5 24 occ cba Sioth wee oan ee ee 1,254,768 2,152,729 
Realizable income taxibenefits nai. 22 6a ante de eke 333,000 (333,000) 
WVOERTONGES: -tet> bahay eo lok econ) Hanh t a oy ayant a ete ere eines eee (596,462) (1,531,317) 
Short-term. borrowing vic s seas wae le cea ate eee eee — 3,000,000 
Trade accounts payable: .<%..,o:sinasoksee ue ae eee (426,460) (1,930,149) 
Interest and other‘actruals <6. Sa. F408 naire we el cae eee 126,868 (1,339,874) 
ICONS TAXES.» .-2a sero ascuh ete ele aorta ie ele Re ate ee 904,113 11,475 


Other ii55:c vy a eles Soe a re 44,615 (381,172) 


DECREASE IN WORKING CAPITAL. a) gent tae eee eee $2,956,879 $ 388,156 


See notes to financial statements 


« 


Notes to Financial Statements 
December 31, 1977 


NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Inventories: \Inventories are stated at lower of cost (average or first-in, first-out method) and net 
realizable value for finished merchandise and replacement cost for other inventories. 


Property, Plant and Equipment: Property, plant and equipment is stated on the basis of cost. 
Provisions for depreciation are based on annual rates calculated to amortize the cost of depreciable 
assets over their estimated useful lives. 


The provision for depreciation on certain buildings is on the straight-line method at the rate of 
2'/2% and on the declining-balance method on other buildings at the rate of 5%. 


Provision for machinery and equipment is computed principally on the declining-balance method 
at rates of 10%, 20%, or 30%, and on certain machinery and equipment on the straight-line 
method at the rate of 10%. 


Leasehold improvements are amortized on the straight-line method over the life of the lease or five 
years, whichever is less. 


Deferred Taxes: The Company has recognized the deferred income tax liabilities and benefits 
resulting from timing differences between financial and tax accounting, relating principally to 
depreciation and pension costs. 


Research and Development: Research and development costs are charged to operations as 
incurred. 


NOTE 2 — CHANGE OF YEAR-END 


The Company changed its year-end from August 31, to December 31, 1976, therefore the financial 
statements are presented for the year ended December 31, 1977 and for the period of four months 
ended December 31, 1976. 


NOTE 3 — NOTE PAYABLE TO BANK 


The loan agreement contains certain restrictions with respect to the substantial sale or lease of assets, 
the creation of additional indebtedness, and the maintenance of working capital and net assets. 


NOTE 4 — PENSION OBLIGATIONS 


The amount of obligations for pension benefits arising from service prior to the date of the financial 
statements remaining to be charged against operations is approximately $541,000 (at December 31, 
1976 — $738,000) which will be charged to operations during the working lives of the employees 
concerned. 


NOTE 5 — INCOME TAXES 


The deferred tax credit of $751,400 has been eliminated by recognizing the tax benefits for a 
portion of the loss carryforward. This deferred income tax credit will be re-instated as the net 
operating loss carryforward will be used for tax purposes. The net operating loss carryforward 
for tax purposes as of December 31, 1977 amounts to approximately $3,000,000 of which $700,000 
and $2,300,000 expire in 1981 and 1982 respectively. 


Realizable income tax benefits of $333,000 recognized in 1976 has been reversed in 1977. 


NOTE 6 — SEGMENTATION OF REVENUES 


The Company considers its classes of business, each of which contributes 10% or more of the 
total gross revenue of the Company, to be (i) manufacture and sale of paints and varnishes 
which constituted 74% (December 1976 — 69%) and (ii) retail sale of decorative materials and 
supplies which constituted 25% (December 1976 — 30%) of total revenues. 


(over) 


Notes to Financial Statements December 31, 1977 (conta) 


NOTE 7 — LEASES 
The future minimum rental commitments as of December 31, for all leases are as follows: 


Building 

Total Space Equipment 
197652. Set Roem oe er $ 1,796,000 $ 1,606,000 $190,000 
1979). Sats aNd Aces eee ete 1,550,000 1,410,000 140,000 
1980 & Se. Banks aay ape eee 1,231,000 1,127,000 104,000 
LOS Tae seh Aces bares Satna ee 910,000 910,000 — 
1962 sass nee tape ate eee ae 812,000 812,000 — 
19831987 So bak, we ee 2,667,000 2,667,000 — 
1986 = 1902 Sens boven. c cethort Seen ene 1,384,000 1,384,000 — 
4993: 1997 ur ges at aoe 307,000 307,000 — 
TOSS 2011 5.30. en os eae ae 906,000 906,000 = 
TOTALS = texters. sacha Sens See ee $11,563,000 $11,129,000 $434,000 


NOTE 8 — ANTI-INFLATION ACT 


The Company is subject to the Anti-Inflation Act and Regulations and consequently its ability to 
increase prices, profit margins, compensation and dividends subsequent to October 14, 1975 is 
restricted. 


STATUTORY INFORMATION 


Year Ended Four months Ended 
December 31, 1977 December 31, 1976 
Number Amount Number Amount 
Remuneration of Directors and Officers 
DIPOCIORS ie ee ne ar eRe aa ets a rete ea 10 $ 8,624 10 $ 4,144 
OMICGTS sneer tiene ti ae tae nee ra eek a ee 6 299,675 6 106,517 
Officers who are also Directors .................4.. 5 5 


Accountants’ Report 


To the Shareholders 
The Sherwin-Williams Company of Canada Limited 
(A public company incorporated under the laws of Canada) 


We have examined the balance sheet of The Sherwin-Williams Company of Canada Limited as 
at December 31, 1977, and the statements of operations, retained earnings and of changes in 
financial position for the year then ended. Our examination was made in accordance with general- 
ly accepted auditing standards, and accordingly included such tests and other procedures as we 
considered necessary in the circumstances. 


In our opinion, these financial statements present fairly the financial position of the Company 
as at December 31, 1977 and the results of its operations and the changes in its financial 


position for the year then ended in accordance with generally accepted accounting principles 
applied on a basis consistent with that of the preceding period. 


See eS sa 


January 27, 1978. Chartered Accountants 
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